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The Sixteenth Amendment and 
Income from State Securities 


By THoMAS REED POWELL* 


ANY laymen and not a few lawyers 
are finding it hard to believe that the 


Sixteenth Amendment does not vest 
in the Federal Government power to tax in- 
come from State and municipal bonds. Cer- 
tainly there is no exclusion of such income in 
the comprehensive words: “The Congress 
shall have power to lay and collect taxes on 
incomes, from whatever source derived, with- 
out apportionment among the several States, 
and without regard to any census or enu- 
meration.” What could be broader than the 
description “Income from whatever source 
derived”? Yet the Supreme Court has held 
that income from certain sources is not taxable 
by the Federal Government. It has given the 
plainest intimation that such exempt income 
includes interest from State and municipal 
bonds. Apparently, therefore, in the mind of 
the Supreme Court the Sixteenth Amendment 
does not mean what it says. It says that Con- 
gress may tax income from whatever source 
derived, but it does not mean this. The phrase 
“from whatever source” relates not to the 
power to tax, but to the requirement that cer- 
tain Federal taxes must be apportioned among 
the States according to their respective popu- 
lations. The Amendment, therefore, means 
merely that a tax on income from whatever 
source derived is immune from the require- 
ment of apportionment. This still leaves the 
question whether income from any given 


*Professor of Constitutional Law, Columbia University. 


or 


source is taxable at all—a question which de- 
pends for its answer on considerations wholly 
dehors the Sixteenth Amendment. 


The case in which this interpretation of the 
Sixteenth Amendment stands as a square de- 
cision of the court is Evans Vv. Gore, (1920) 
253 U. S. 245. This holds that the salary of 
a Federal judge is “diminished” by forced in- 








OES the Sixteenth Amendment authorize 
taxation by the Federal Government of 
State bond issues? An affirmative answer to 
this question has frequently been given. In 
this article Dr: Powell makes an exceptionally 
able analysis of the legal and other issues in- 
volved, which have led to the construction 
that before the treasury leak through tax-free 
security issues can be closed a special consti- 
tutional amendment is necessary. 








clusion in his income-tax return and that there- 
fore such inclusion is inhibited by the constitu- 
tional provision that the judges shall “receive 
for their services, a compensation, which shall 
not be diminished during their continuance 
in office.” This decision that taxation is dimi- 
nution of compensation is open to serious ques- 
tion. It might reasonably be so regarded if 
judicial compensation were taxed more heavily 
than other income, but it seems sensible to say 
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that a tax burden imposed on all earnings with- 
out discrimination is not a reduction of them 
but a burden based merely on ability to pay. 
Be this as it may, it does not concern us here. 
Our present interest is confined to the further 
holding in Evans V. Gore that this inhibition 
against diminution by taxation, extracted by 
inference from the clause in the original Con- 
stitution, is in no way relaxed or modified by 
the apparent grant in the Sixteenth Amend- 
ment of power to levy a tax on incomes from 
whatever source derived. This further hold- 
ing was essential to the decision reached by 
the court, once it had made up its mind that 
taxation is diminution. The holding, there- 
fore, cannot be dismissed as obiter dictum as 
may the declarations to the same effect in 
earlier Supreme Court opinions. 


The First Interpretation 


These earlier declarations are quoted at 
length in Mr. Justice Van Devanter’s opinion 
in Evans V. Gore. They begin with the one of 
Chief Justice White in Brushaber v. Union 
Pacific R. Co., (1916) 240 U.S. 1. This was 
the first case involving the scope and meaning 
of the Sixteenth Amendment. To understand 
its lucubrations on this topic, we must first 
note its interpretation of Pollock Vv. Farmers’ 
Loan & Trust Co., (1895) 157 U. 8. 429, 158 
U.S. 601. This was the great case that sub- 
jected an income tax to the requirement that 
direct taxes be apportioned among the States. 
It declared that a tax on income is in substance 
a tax on the source from which the income is 
derived. From this followed the corollary 
that a tax on income is a direct or an indirect 
tax according as a tax on the source thereof 
would be direct or indirect. Then came the 
conclusion that since a tax on real or personal 
property is a direct tax, a tax on income from 
real or personal property is a direct tax and 
therefore one that can be levied by the Federal 
Government only upon compliance with the 
constitutional prescription of apportionment. 
Since the income tax in question was not an 
apportioned tax, it was held invalid to the 
extent that it laid hold of income derived from 
property. The tax on income from business 
or labor was found to be inseparable from that 
on income from property. Without deciding 
whether the former tax was direct or not, the 
court held that it failed with the failure of 
the rest from which it was inseparable. 

Such was the theory and such the result of 
the Pollock Case. In stating them in the 
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Brushaber Case Chief Justice White para- 
phrases and elaborates and embroiders as fol- 
lows: 


“Coming to consider the validity of the tax from this 
point of view, while not questioning at all that in common 
understanding it was direct merely on income and only 
indirect on property, it was held that, considering the 
substance of things, it was direct on property in the con- 
stitutional sense, since to burden an income by a tax was, 
from the point of substance, to burden the property from 
which the income was derived, and thus accomplish the 
very thing which the provision as to apportionment of 
direct taxes was to prevent. As this conclusion but en- 
forced a regulation as to the mode of exercising power 
under particular circumstances, it did not in any way 
dispute the all-embracing taxing authority possessed by 
Congress, including necessarily therein the power to im- 
pose income taxes if only they conformed to the con- 
stitutional regulations which were applicable to them. 


Moreover, in addition, the conclusion reached in the Pol- 
lock Case did not in any degree involve holding that in- 
come taxes generically and necessarily came within the 
class of direct taxes on property, but, on the contrary, 
recognized the fact that taxation on income was in its 
nature an excise entitled to be enforced as such unless 
and until it was concluded that to enforce it would amount 
to accomplishing the result which the requirement as to 
apportionment of direct taxation was adopted to prevent, 
in which case the duty would arise to disregard form and 
consider substance alone, and hence subject the tax to the 
regulation as to apportionment which otherwise as an 
excise would not apply to it.” 


This interpretation, being interpreted, means 
that the theory of the Pollock Case was that, 
although formally and generically all income 
taxes are excises and therefore indirect taxes, 
nevertheless substantially they are direct taxes 
whenever they amount to the same thing as 
taxes on property because of its ownership. 
Thus the substantial character of an income 
tax is made to depend upon the character of 
the source from which the income is derived. 
Hence whether an income tax must be appor- 
tioned is likewise made to depend upon the 
source from which the income is derived. 


Lagging along after the Pollock Case came 
the Sixteenth Amendment saying that Con- 
gress may tax incomes, from whatever source 
derived, without apportionment among the 
States. The meaning of these words, as dis- 
covered by Chief Justice White in the Brush- 
aber Case and as accepted through approving 
quotation by Mr. Justice Van Devanter in 
Evans V. Gore is as follows: 


“Tt is clear on the face of this text that it does not 
purport to confer power to levy income taxes in a genera! 
sense—an authority already possessed and never questioned 
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—or to limit and distinguish between one kind of income 
taxes and another, but that the whole purpose of the 
Amendment was to relieve all income taxes when im- 
posed from apportionment from a consideration of the 
source whence the income was derived. Indeed, in the 
light of the history which we have given and of the deci- 
sion in the Pollock Case, and the ground upon which the 
ruling in that case was based, there is no escape from the 
conclusion that the Amendment was drawn for the pur- 
pose of doing away for the future with the principle upon 
which the Pollock Case was decided; that is, of deter- 
mining whether a tax on income was direct not by a con- 
sideration of the burden placed on the taxed income on 
which it directly operated, but by taking into view the 
burden which resulted on the property from which the 
income was derived, since in express terms the Amend- 
ment provides that. income taxes, from whatever source 
the income may be derived, shall not be subject to the 
regulation of apportionment.” 


Put somewhat more briefly, this is to say 
that the Sixteenth Amendment did not grant 
to Congress a power to tax income from what- 
ever source derived, but merely removed any 
requirement of apportioning among the States 
a tax on income, whatever the source from 
which the income might be derived. Thus in 
effect the Amendment forbade the Supreme 
Court to look at the source of income in order 
to determine the substantial character of an 
income tax. This permitted all income taxes 
to retain their formal and generic character 
of indirect taxes by rendering their substantial 
character no longer important, since no longer 
was a tax on income from any source whatever 


to be subject to the requiremeit of apportion- 
ment. 


The intricate ingenuity of these intellectual 
involutions is highly characteristic of the late 
Chief Justice. In its own peculiar field it 
takes high rank. We may admire its gym- 
nastic supremacy without precluding our- 
selves from pointing out the simple non- 
sequitur of which it is guilty. The Sixteenth 
Amendment may do exactly what the Chief 
Justice says that it does, and still do also what 
he implies that it does not. It may remove 
the requirement of apportionment from an 
already possessed power to levy an appor- 
tioned tax on income, and it may in addition 
grant a substantive power to tax income from 
whatever source derived, as it verbally pro- 
fesses to do. It may nullify the whole of the 
Pollock Case and not merely a part of it. It 
may nullify the Pollock ruling that a tax on 
income from certain sources must be appor- 
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tioned and gullify also the further Pollock 
ruling that a Federal tax on income from State 
and municipal bonds is an unconstitutional 
interference with the independence of the 
States. The Chief Justice points to nothing 
in the congressional debates to indicate that 
the Sixteenth Amendment was aimed exclu- 
sively at one-half of the Pollock Case. On the 
other hand, in 25 Harvard Law Review 794 
and in 6 American Bar Association Journal 
202, Mr. Harry Hubbard goes to the debates 
and finds not a little evidence here and there 
that the Amendment was aimed to kill the 
whole of the Pollock Case. Its language con- 
tains not the slightest intimation to the con- 
trary. Clearly the narrow interpretation of 
the Chief Justice and his colleagues in the 
Brushaber Case was dictated, not by necessity, 
but by preference. 


No Need for Decision 


This lack of necessity was twofold. There 
was no need to give the narrow interpretation 
put forth. There was no need to pass on the 
issue at all. Chief Justice White had to work 
hard to find reason for saying that the Amend- 
ment conferred no new power to tax. The 
fact that he chose to do so makes his dictum 
psychologically as significant as if it were ex- 
plicit decision. It shows that the court went 
out of its way to settle a question that had been 
much mooted. While the Sixteenth Amend- 
ment was before the New York legislature for 
ratification, Governor Hughes and others op- 
posed ratification on the ground that the result © 
of ratifying would be to subject the income 
of State bonds to Federal taxation. Senator 
Root and Professor Seligman put forward a 
contrary interpretation. After the Amend- 
ment had become part of the Constitution, the 
question of its meaning was still an open one. 
There can be no doubt that the roundabout 
opinion of the Chief Justice in the Brushaber 
Case was designed to close the debate and to 
announce positively, if not clearly, that the 
Amendment in no way affects exemptions pre- 
viously obtaining by reason of the judicial 
doctrine that neither the States nor the United 
States may tax the governmental instrumental- 
ities of the other. Confirmation of this guess 
from the Brushaber opinion appeared a month 
later in Stanton V. Baltic Mining Co., (1916) 
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240 U.S. 103, in which the Chief Justice put 
forth the caveat: 


“Mark, of course, in saying this we are not here con- 

sidering a tax not within the provisions of the Sixteenth 
Amendment, that is, one in which the regulation of appor- 
tionment or the rule of uniformity is wholly negligible 
because the tax is.one entirely beyond the scope of the 
taxing power of Congress, and where consequently no 
authority to impose a burden, either direct or indirect, 
exists.” 
This must refer to income taxes, since only 
income taxes could be thought to be within the 
Sixteenth Amendment. The warning that 
some income taxes gained no sanction from the 
Sixteenth Amendment must, in view of the 
debate on the question of State securities, be 
taken to have been uttered with reference to 
that question. 


Early Decisions Unanimous 


The interpretations thus early put upon the 
Sixteenth Amendment were reached without 
dissent. The issue was raised collaterally two 
years later in Peck & Co. v. Lowe, (1918) 247 
U. S. 165, which held that a Federal tax on 
the net income from an exporting business is 
not a tax on exports. In the course of the 
opinion for an again unanimous court Mr. 
Justice Van Devanter observed : 


“The Sixteenth Amendment, although referred to in 
argument, has no real bearing and may be put out of 
view. As pointed out in recent decisions, it does not 
extend the taxing power to new or excepted subjects, but 
merely removes all occasion, which otherwise might exist, 
for an apportionment among the States of taxes laid on 
income, whether it be derived from one source or another.” 


This again was dictum. ‘The statement was, 
however, later quoted or paraphrased in Ezsner 
Vv. Macomber, (1920) 252 U. S. 189, and in 
Evans V. Gore, prefaced by such introductions 
as “we have so held,” ‘“‘we again held,” and 
“as repeatedly held.” In the latter case Mr. 
Justice Van Devanter announced that “after 
further consideration, we adhere to that view, 
and accordingly hold that the Sixteenth 
Amendment does not authorize or support the 
tax in question.” This, as already pointed 


out, was square decision, since it was necessary 
to the result reached in declaring the statute 
unconstitutional, and since the opposite atti- 
tude toward the effect of the Amendment 
would have led to the opposite result of sus- 
taining the tax. 
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Now for the first time we find judicial dis- 
sent from this uniform and previously unani- 
mous attitude toward the Amendment. While 
Justices Holmes and Brandeis thought it per- 
fectly proper to tax the salaries of the judges, 
even without any aid from the Sixteenth 
Amendment, they added that they thought also 
that the Amendment set the matter at rest. 


. As Mr. Justice Holmes puts it: 


‘““A second and independent reason why this tax appears 
to me valid is that, even if I am wrong as to the scope 
of the original document, the Sixteenth Amendment justi- 
fies the tax, whatever would have been the law before 
it was applied. By that Amendment Congress is given 
power to ‘collect taxes on incomes from whatever source 
derived.’ It is true that it goes on ‘without apportionment 
among the several States, and without regard to any census 
or enumeration,’ and this shows the particular difficulty 
that led to it. But the only cause of that difficulty was 
an attempt to trace income to its source, and it seems 
to me that the Amendment was intended to put an end 
to the cause, and not merely to obviate a single result. 
I do not see how judges can claim an abatement of their 
income tax on the ground that an item in their gross 
income is salary, when the power is given expressly to 
tax incomes from whatever source derived.” 


This inability to see that words do not mean 
what they say seems somewhat belated. The 
two dissentients had sat in the Peck Case with- 
out any announced disapproval of the shackles 
therein placed on the Sixteenth Amendment. 
From first to last we have an unbroken series 
of warnings that the Supreme Court would 
not let Congress, after the Amendment, tax 
any income that was wholly exempt before. 


In the face of this overwhelming evidence, 
it seems strange that any one should have the 
temerity to advise Congress to go ahead and 
tax the income from State securities without 
waiting for any new constitutional authoriza- 
tion. In The New Republic for January 31, 
1923, Professor Corwin of Princeton argues 
ably that the court ought not to have restricted 
the scope of the Sixteenth Amendment and he 
gives good reasons why income from State 
bonds should never have been held exempt 
from Federal taxation. His constitutional law 
is excellent, except in the single respect that 
it is not the constitutional law of the Supreme 
Court of the United States. Law, as Mr. 
Justice Holmes has told us, is a “prophecy of 
what courts will do in fact.” That this 
prophecy was in its earlier stages uttered 
obiter is no longer material now that dictum 
has become decision. Nor can the decision 
on the salary of a Federal judge be denied 
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application to the income from State secu- 
rities, as Mr. Corwin seeks to do. The fact that 
the two exemptions came originally from dif- 
ferent constitutional premises gives no war- 
rant for faith that the Supreme Court will 
either reverse previously well-settled law or 
make the Sixteenth Amendment mean a grant 
of power in one case and not in another. 


The doctrine that neither the States nor 
the United States can tax the instrumentalities 
of the other is one of the earliest in our con- 
stitutional law and one that never has been 
disputed. Where there has been disagreement 
it has been confined to the issue whether the 
tax in question is or is not a tax on an instru- 
mentality of government. It was in the Pol- 
lock Case that the Supreme Court squarely 
held that the Federal government cannot tax 
the interest paid on State and municipal bonds. 
Here Chief Justice Fuller observed: 


“It is contended that although the property or revenues 
of the States or their instrumentalities cannot be taxed, 
nevertheless the income derived from state, county, and 
municipal securities can be taxed. But we think the same 
want of power to tax the property or revenues of the 
States or their instrumentalities exists in relation to the 
tax on the income from their securities, and for the same 
reason, and that reason is given by Chief Justice Marshall 
in Weston v. Charleston, 2 Pet. 449, 468, where he said: 
The right to tax the contract to any extent, when made, 
must operate upon the power to borrow before it is ex- 
ercised, and have a sensible influence on the contract. 
The extent of this influence depends on the will of a 
distinct government. ‘To any extent, however incon- 
siderable, it is a burden on the operations of government. 
It may be carried to such an extent as to arrest them 
entirely....The tax on government_stock is thought by 
this court to be a tax on the contract, a tax on the power 
to borrow money on the credit of the United States, and 
consequently to be repugnant to the Constitution.’ Apply- 
ing this language to these municipal securities, it is 
obvious that taxation on the interest therefrom would 
operate on the power to borrow before it is exercised, and 
would have a sensible influence on the contract, and that 
the taxation in question is a tax on the power of the States 
and their instrumentalities, and consequently repugnant 
to the Constitution.” 


This may be criticized as bad economics or 
bad politics, but it still stands as law. In- 
come from State securities was exempt from 
Federal taxation prior to the Sixteenth 
Amendment, and the Sixteenth Amendment 
“does not extend the taxing power to new or 
excepted subjects.” Those who desire a change 
in the situation will do well to waste no time 
on any minor operation. The first step is to 
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get a new .constitutional amendment saying 
that the Sixteenth Amendment means what 
it says. 


This is not to say that there are no devious 
ways in which here and there by indirection 
the interest from State and municipal bonds 
may be made to contribute somewhat to the 
Federal fisc. An-eXcise tax on doing business 
in corporate form or on doing business gener- 
ally might be measured by income from all 
sources. Exemptions and deductions might 
possibly be restricted in the case of taxpayers 
who have untaxed income from State secu- 
rities. It is doubtful, however, whether such 
indirect methods are worth trying. They 
would usually fail to reach the particular sore 
spot in the exemptions enjoyed by individual 
recipients of large incomes. ‘They would 
throw the Federal taxing system into even 
worse confusion than that which it now enjoys. 
What is needed to defeat the defeat of the 
progressive feature of income taxation is a 
constitutional amendment explicitly sanction- 
ing the inclusion of income from State secu- 
rities in the returns for the Federal income tax. 
The wisdom of such an amendment can be 
supported by exposing the large elements of 
unwisdom in the existing constitutional law 
which makes an amendment necessary. This 
unwisdom is due in part to the fact that our 
law has had to be made piecemeal, in part to 
the fact that income taxes were late in arriving, 
in part to overemphasis on political values to 
the neglect or the distortion of economic 
values, in part perhaps to judicial frailty. The 
time has now arrived for a comprehensive 
treatment of the problem and for the establish- 
ment of the fiscal inter-relations of state and 
nation on a new basis. 


Amendment Necessary 


Any comprehensive survey will discover 
at once that the unwisdom in the immunity 
of State securities from Federal taxation is 
part and parcel of the wisdom or unwisdom of 
the immunity of Federal securities from State 
taxation. «It will doubtless be well, therefore, 
to make the cure as comprehensive as the 
malady and not to confine it to the Federal 
income tax. It may be unfair to ask the States 
to give up the bounty which they now enjoy 
unless they in turn receive some secure guar- 
anty that the Federal government will also 

(Continued on page 16) 





‘The Taxation of Gifts as Income 
Under the Federal Law 


By Lucy B. Winsor* 


HE problem of taxing gifts under an 
income tax has become of increasing im- 


portance because the methods used in 
our laws have made possible a great deal of 
tax evasion for those who give with discre- 
tion. Both the Federal and State laws pro- 
ceed upon the assumption that the gifts them- 
selves are capital and that, therefore, only the 
subsequent realized appreciation in their 
value is taxable. Going on this assumption, 
lawmakers have been faced with two prob- 
lems: the determination of the point in time 
from which the increase in value shall 


HE nice discrimination which 


must be exercised in judging be- 
tween what is income and what is cap- 
ital for tax purposes is illustrated by 
the principles underlying the taxation 


of gifts. These points are ably devel- 
oped by the author, who takes as her 
problem the several methods of taxing 
gifts and gives consideration to which, 
if any, of these are constitutional under 
the Sixteenth Amendment. 





be computed, and the question whether the 
gain realized from the subsequent sale of the 
gift shall be taxed to the donor or to the donee. 


The method which has been most widely 
used is that of taxing the donee at the time of 
selling the gift on its increase in value over 
that at the time when he acquired it. Gifts 
were taxed in this way under the Federal In- 
come Tax Law until 1921, and at present are 
so taxed under the several State laws, notably 
the laws of Delaware’, New York’, North 
Carolina*, North Dakota‘, Virginia’, Wiscon- 





; i eee by permission from the American Bar Association 
our 


tabi are, Laws of 1917, Ch. 26. 


L 

2. State of New York, Report of i Special Joint Committee 
n Taxation and Retrenchment, 1922, p. 76. 
3. 
4 


North Carolina, Public Laws, 1021, Ch. 34. 
North Dakote, Laws of 1919, Ch. 60. 
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sin’, and in the case of gifts of intangible per- 
sonal property, Massachusetts’. It was this 
method which led to serious evasion of taxes. 
For example, it has been noted in New York 
that— 


. . a man who buys a block of secu- 
rities for $500,000 and holds them until they are 
worth $1,000,000, sometimes does not sell them 
himself because he would have to account for 
the profit of $500,000. Instead, he gives the 
securities to his wife, who then immediately sells 
them, but she need account for no profit because, 
in measuring her gain, she measures merely from 
the value of the securities when she received 
them.® 


There are at least two other ways by which 
taxes may be evaded through judicious giving, 
but these have to be more carefully disguised 
in order to prevent detection. First there is 
the purely fake or wash gift:—A has property 
which has increased materially in value and 
gives it to B, whereupon B gives it back to 
him. Then, if A sells it, he has only to com- 
pute the appreciation in value from the time 
that B gave it back. But if these operations 
follow each other closely, the gifts may not 
be regarded as bona fide transactions. 
opinion is quite generally held that the phil- 


anthropically inclined employ a somewhat | 
more subtle method. The argument, which [| 


seems somewhat flimsy since the tax evader 


necessarily gives up the whole amount of the 


gift in his efforts at evasion, runs as follows: 


Suppose that C desires to aid his Alma Mater [ 


and perpetuate his name by a substantial gift. 
Of course, he does definitely part with the 
value of the gift, but it is presumed that he 
gets a return in satisfaction from that act 
which makes it worth his while—and also 





5. Virginia, Circular to Commissioners of the Revenue, Issucd 
by the Auditor of Public Accounts, May 1, 1922, p. 32. 


6. Wisconsin, Statutes, 1921, Ch. 71. 


7. General Laws of the Commonwealth of Massachusetts, Ch. 


62. Note.—In those cases where the State laws refer to the ascer- 
tainment of gain or loss on the sale of property without referring 
specifically to gifts, the writer has verified the above information 
by correspondence with the tax departments. 


8. State of New York, Report of = Special Joint Committee 
on Taxation and Retrenchment, 1922, p. 76. 
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he can deduct its full value from his taxable 
income if it does not exceed 15% of it. But if 
he gives wisely he may gain another advan- 
tage. If he gives securities which have 
doubled in value since he acquired them he 
will be spared the tax which he would have 
had to pay had he realized on them by sale. 
Later he may discover that his Alma Mater 
would prefer to invest the amount of his gift 
in some other form than these particular se- 
curities. Then he may buy them back, or 
he may buy others like them from another 
source, and at any time thereafter when he 
chooses to realize upon them by sale he will 
be able to compute the increase in their value 
from the time of his most recent acquisition 
of them. 


These examples show that taxing the donee 
on more than the increase in value of the prop- 
erty over the time he acquired it leads to un- 
satisfactory results. For that reason, the Fed- 
eral Income Tax Law of 1921 changed the 
method of taxing gifts. The new law contin- 
ues to tax the donee but provides that in the 
case of the sale of property acquired by gift 
after December 31, 1920, the profit to the 
donee shall be figured on the same basis as 
though the sale were made to the donor, i. e., 
that the tax shall be on the increase in value of 
the property over the time when it was ac- 
quired by the donor. The new South Caro- 
lina Income Tax Law’ follows the Federal 
law in this respect as in most others. 


This does away with the type of evasion 
which has been described but it leads to con- 
siderable administrative difficulty in deter- 
mining the value of the property at the time 
when the donor acquired it. For this reason 
the New York State Joint Committee on Tax- 
ation and Retrenchment of 1922 rejected the 
Federal plan and recommended that— 


the donor be compelled to account for the appre- 
ciation in the value of the property given away 
at the time the gift was made.’° .- 


In such a case the tax would be levied on the 
donor at the time of disposing of the gift on 
the excess of the then value of the gift over 
the price which he paid for it.”* 


An administrative ruling promulgated un- 
der the present New York law had’ provided 
for this type of taxation, but this ruling was 





9. South Carolina, Laws of 1922, No. 502. 


10. State of New York, Report of 7 Special Joint Committee 
on Taxation and Retrenchment, 1922, p. 77. 
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contested, and in May, 1921, it was decided 
by the Appellate Division that the New York 
Income Tax Law did not justify such an inter- 
pretation.’* These cases did not decide, how- 
ever, that such taxation of the donor was un- 
constitutional; they declared simply that— 


unless the true spirit of the statute makes such a 
gift taxable, the regulations of the comptroller 
are ineffectual to bring about such a result.** 


The adoption of the recommendation of the 
Joint Committee, then, would require a 
change in the law, the constitutionality of 
which might then be tested. 


Problem of Constitutionality 


The problem to be considered here is— 
which, if any, of these three methods of tax- 
ing gifts as income are constitutional under 
the Sixteenth Amendment as it has been con- 
strued by the courts? The ultimate solution 
of this problem will establish a rule only in so 
far as the Federal Government is concerned. 
The States will not necessarily follow the in- 
terpretation of taxable income which decisions 
under the Sixteenth Amendment require of the 
Federal Government. There is a tendency, 
however, in several States to follow the Fed- 
eral practice quite closely, and any State 
would probably hesitate before taxing as in- 
come something which did not accord with 
income as defined by the United States 
Supreme Court. The methods may well be 
reviewed then in the light of the Sixteenth 
Amendment whether they are employed by 
the Federal or State governments. 


I. 


Since the taxation of the donor when he 
gives the gift is the product of the most recent 
thought on the subject of taxing gifts under 
an income tax, it may well be considered first. 
In Eisner v. Macomber™*, the court defined 
income as— 


the gain derived from capital, from labor or 
from both combined, provided it be understood 


11. This would be the case if the property had been poe 
by the donor after the passa of the Income Tax Act. If it had 
been acquired before that time, the method followed might be 
that used under the Federal statutes as interpreted by the courts. 
Under those interpretations, if the ~~, concerned was 
acquired before March 1, 1913 (the date of passage of the act), 
the value taken as a basis for computing gain is that of March 1, 
1913, unless that value is less than the ————_ price, in which 
ease the latter is taken. The result is that “there is income only 
to the extent of the actual profit on each sale, and such profit is 
taxed only to the extent that it represents gain accrued since 
p- 479, no ge Reed Powell, Political Science Quarterly, vol. 36, 
p 


3 Wiis son v. Wendell ee. =. N. Y. Supp. 273, Brewster 
Vv. Wendell (1921), 188, N. Y. Sup 

13. Wilson v. Wendell, note PBS pra, p. 273. 

14. Bisner v. Macomber (1920), 252 8S. 189. 
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to include profit gained through the sale or con- 
version of capital assets.’® 


As the definition has been interpreted, he 
who shall be considered the recipient of in- 
come from capital must realize something 
which is separate from his capital— 


something of exchangeable value proceeding 
from the property severed from the capital, 
however invested or employed, and coming in, 
being “derived,” that is, received or drawn by 
the recipient (the taxpayer) for his separate use, 
benefit and disposal.?® 


When a man sells a piece of property, the 
increase of his selling price over his buying 
price is considered a realization; but if he 
holds it, the fact that it has appreciated in 
value is not considered a separation of realiza- 
tion, and he is not taxed on it. 


Is a Gift a Realization? 


The question, then, is whether the. donor 
realized anything for his separate use by giv- 
ing the gift. In other words, can the increase 
in value of the gift over the time when it was 
obtained by the donor be treated as a realiza- 
tion to the donor simply because he gives the 
whole thing away? Obviously, the donor, 
after he has parted with the gift, has none of 
it left. He is infinitely farther from a realiza- 
tion than is the man who is holding his appre- 
ciated property, but who is held to have 
realized nothing until it is separated by sale. 
The latter at least has the appreciation in his 
possession even though he has not separately 
realized it. The donor, however, has nothing 
and the difficulties of so interpreting nothing 
as to make it‘fit the court’s definition of tax- 
able income seem insurmountable. 


The argument thus far assumes that if ‘the 
donor is to be taxed, the tax will be levied 
after he has lost title to the gift, and it has 
been demonstrated that he cannot then be 
considered to have realized any income. The 
only other time at which the tax could logi- 
cally be imposed would be at the last moment 
before he gave the gift. At that point. he 
might be considered as having taken the gift 
from among his possessions, and as regarding 
it as composed of two parts, one equal to its 
original value, and the other equal to the en- 
hancement of value, which, if separately 
realized by him, would be income. A court 





15. Ibid, at p. 207. 
16. Ibid, at p. 207. 
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can be imagined which would see a realiza- 
tion in this act. 


from their previous form into that which 
was about to be given away. By so converting 
his capital assets, the donor might be sepa- 
rately realizing their increased value as in- 
come. For the line between mere enhance- 
ment, and enhancement realized by con- 
version is shadowy, and a case lying between 
the two might be placed on either side with 
equal reason. But this conversion which has 


. . . / 
been mentioned is nothing but an assumed 


mental process on the part of the donor. If 
a donor went through a different sort of a 
process, if, for example, he made a gift without 
even noticing that it had appreciated in value, 
this constitutional basis for taxing him would 
not exist. The only conversion which is com- 
mon to all donors is that involved 
giving of the gift. 
such a conversion is a conversion into nothing, 
or at best into the increased good will of the 
donee. The evaluation of this good will raises 
practical difficulties so great as to render con- 
sideration of it as taxable income, a rather 
futile mental exercise. 


IT. 


Since, then, it is improbable that the courts 
would find it constitutional to tax the outgo of 
the donor as income, the problem of taxing the 
donee becomes of great significance. If one 
continues on the assumption that gifts are cap- 
ital to the donee, these methods will have to 
be tested in the light of the cases on the sale 
of capital assets.’ These cases held that 
realized profit on the sale of corporate stock 
or other assets is income, even though the 
profit-getter is not a trader. Thus, when a 
man sells a piece of property for a price which 
is higher than the market value of the prop- 
erty at the time he acquired it, he is subject to 
a tax on the increase. As that is just what 
occurred when a donee is taxed on the appre- 
ciation in value of a gift he is selling over its 
value at time of acquisition, such taxation is 
obviously constitutional. Under the Federal 
law, when property is sold which has been 
acquired after March 1, 1913, the increase in 
value is computed as the increase over the 
price which the seller originally paid for it.” 


17. Merchants’ Loan and Trust Co. v. Smietanka (1921), 255 U. 
S. 509; Eldorado Coal and Mining Co. v. Mager (1921), 255 U. &. 
§22; Goodrich v. Edwards (1921), 255 U. S. 527; Walsh v. Brewsier 
(1921), 255 U. S. 536. 


18. See note 11 Supra. 
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In the case of property acquired by gift, a 
literal interpretation of the law would allow 
the taxation of the entire gift as income, the 
essence of a gift being that nothing was paid 
for it. Such interpretation has not been made, 
and the constitutionality of treating the whole 
gift as income to the donee may be treated 
more satisfactorily in connection with the 
third method of taxing gifts. 


Ill. 


The constitutionality of the other method of 
taxing the donee, that is, on the appreciation 
in value at the time he sells the gift over its 
value when acquired by the donor, is open to 
some doubt. If the acquisition of the gift is 
to be considered as an exclusively capital 
transaction, its then value would obviously 
not be taxable under an income tax. If the 
donee sold it, and a tax was imposed on an 
amount greater than the increase in value over 
that at the time he acquired it, the tax would 
be in part on the capital value of the property, 
and the donee’s original capital would be im- 
paired in paying the tax. This presupposes 
that the gift is capital to the donee at the time 
of acquisition. 


But is a gift capital to the donee? The 
generally accepted distinction between cap- 
ital and income is that capital is a fund and 
income a flow. An economic good may be 
capital at one time and income at another, 
capital to one man and income to another. 
Thus, gasoline in the tanks of the Standard 
Oil Company is a part of their fund of cap- 
ital, but some of the same gallons would be 
part of the flow of income to the employee if 
gasoline to run his automobile were paid to 
him as a part of his wages. The fact that a 
gift is a part of the donor’s capital does not 
mean that it has an unalterable capital nature 
and must be capital to everyone. If it were 
paid to the donee as wages or as interest, there 
would be no question that it would be income 
to him. Is it not, then, just as much income 
when it is received by him as a gift? The 
only distinction is that wages and interest 
usually occur with some regularity, while 
gifts are spasmodic. But, regular or spas- 
modic, they are all obviously a part of his flow 
of income rather than of his fund of capital 
at the time when they come in. The fact that 
either or both may be converted later and 
added to his capital fund is immaterial. 
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That the idea that the whole of a gift may 
be regarded as income to the donee is neither 
new nor unusual is indicated by the wording 
of various laws. As stated at the beginning 
of this paper, the income tax laws proceed 
upon the assumption that the gifts themselves 
are capital. By this is meant that the taxes 
are levied only on gertain increases in value 
as though they were increases in value of cap- 
ital, and as though only the increase consti- 
tuted income. However, the wording of the 
laws shows either that the lawmakers them- 
selves did not regard gifts as income but 
feared that others might, or that they did re- 
gard them as income but did not see fit to tax 
them as such in their entirety. The first atti- 
tude is shown in the Federal and New York 
laws. The Federal law reads— 


the term “gross income” . does not in- 
clude the value of property acquired 
Wee. 


The second attitude is evidenced by such laws 
as that of Delaware, which reads— 


The following income shall be exempted from 
income tax the value of property ac- 
queiiygim .. « ™ 


Here, obviously, gifts are regarded as income, 
even although they are exempt from taxation 
as such. 


Gifts as Income 


The problem assumes a different aspect 
when it is recognized that the whole gift is 
income to the donee when he receives it. It 
follows from this that the whole gift could be 
taxed constitutionally as income at that time. 
Congress and the various State legislatures 
have not seen fit to do this, and there is no 
reason why everything which is legally and 
economically recognized as income must be 
taxed. Does the fact that Congress does not 
tax the gift at the time when it is obviously in- 
come mean that from that time on, the taxa- 
tion of any greater amount than its subsequent 
increase in value is unconstitutional? When 
it once becomes a part of the property of the 
donee it probably becomes a part of his cap- 
ital. But increases in its value are also cap- 
ital until they are realized by sale. 

The general acceptance of the belief that 
the same property may be first capital and 
then income is illustrated in present income 


19. Federal Income Tax Act 1921, Sec. 213 (b) (3). 
20. Delaware, Laws of 1919, Ch. 30, Sec. 247 (a). 
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The Organization of the Federal 
Income Tax Unit 


By GeorGE MAurRICE Morris 


Section II 


HE Corporation Audit Division (IT: 

CA) of the Income Tax Unit also has its 

own Review Section (IT:CA:R) with 
functions similar to those of the Review Sec- 
tion in the Personal Audit Division. The 
remainder of its sections are created and 
named in accordance with the character of 
the business of the corporation, the return or 
claim for which is being audited. The gen- 
eral audits of Manufacturers (IT:CA:M), 
Trading (IT:CA:T), Public Utilities and 
Personal Service (IT:CA:PU), and Finance 
(including insurance) (IT:CA:F), corpora- 
tions are carried on by the sections so named. 








N THE first section of this article, pub- 

lished in the June issue, the author de- 
scribed the functions of the Staff, Adminis- 
tration, Personal Audit and Statistical divi- 
sions of the Income Tax Unit. In this, the 
concluding section, is given a description of 
the remainder of the organization. 


The symbols following the various subdivi- 
sions correspond to the symbols on the organ- 
ization chart which was published in the June 
number. ‘ 








The Public Utilities and Personal Service 
Section also makes the initial determination 
of the applicability of Section 209 of the 1917 
Act and Section 200 of the 1918 Act wherever 
benefits under these sections are claimed. The 
general audit of other corporations not as- 
signed to the foregoing sections and not oper- 
ating in natural resources or subject to mak- 
ing consolidated returns, is handled by the 
Miscellaneous Section (IT:CA:Ms). Cor- 
porations engaged in the exploitation of natu- 
ral resources are in a division of their own, 
but in general, all corporation returns and 
claims, unless they are getting special treat- 
ment in the Special Audit Division, the Con- 


solidated Returns Subdivision or the Natural 
Resources Division, will be found passing 
through the Corporation Audit Division. 


The Special Audit Division 


In the Special Audit Division (IT:SA) we 
have a division not concerned with the char- 
acter of the taxpayer, i. e., whether he is an 
individual, corporation, association, etc., but 
giving attention to those special provisions of 
the law which affect only the occasional tax- 
payer. The Review Section (IT:SA:R) re- 
views such completed audits made in the divi- 
sion as it may requisition, and all claims. The 
Special Assessment Section (IT:SA:SM) is 
probably the best known of any part of this 
Division and also is, among taxpayers, the 
most favorably known. In this section is exer- 
cised that saving discretion of the Commis- 
sioner which adjusts so far as possible the 
inequities arising under the excess profits tax 
through the possession by the taxpayer of 
inadequately recorded invested capital. ‘“Sec- 
tion 210” of the 1917 Act and “Sections 327 
and 328” of the 1918 and 1921 Acts are the 
passv,ords here. Once the taxpayer can con- 
vince the guardians at the entrance of this 
last resort that such taxpayer meets the con- 
ditions prescribed for relief, then comes his 
opportunity to be judged with his “fellow 
businesses,” so to speak, and his prayers that 
his competitors made a small profit on a large 
invested capital take on more than their usual 
fervor. 


The Special Assignment Section (IT:SA: 
As) deals principally with cases where there 
has been a reclassification of the taxpayer 
under the law or the regulations, where the 
taxpayer’s business has been reorganized or 
where corporations have asked for an increase 
of invested capital primarily through paid-in 
surplus. The latter jurisdiction is no longer 
exclusive but the section is still the recipient 
of questions not capable of assignment to any 
other provided classification. 
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The Amortization Section (IT:SA:Am) 
has jurisdiction over those cases arising under 
the old Munitions Tax Law as well as the 
problems resulting from the equivalent provi- 
sions of the 1918 and 1921 Acts covering the 
writing off on the taxpayer’s books of special 
war-time facilities. 


The Special Adjustment Section (IT:SA: 
SJ:) audits returns and related claims carry- 
ing the possibility of the 100% penalty for 
1917 and the 50% penalty for 1918 and sub- 
sequent years. This office is concerned with 
the detection of fraud. 


The personnel of the Consolidated Returns 
Subdivision (IT:SA:CR), comprising the 
remainder of the Special Audit Division, has 
one of the most difficult jurisdictions in the 
Unit to handle. While the principles for the 
determination of what constitutes a situation 
requiring consolidated returns have been 
pretty well worked out, puzzling situations 
still arise, exacting a competent analytical 
capacity. The old Affiliations Section (IT: 
SA:CR:Af), dealing exclusively with this 
question, has been discontinued since the ac- 
companying chart was printed and this fun- 
damental question has been thrown into the 
general audit section for them to struggle with 
in addition to their general audit of almost 
any question arising under the law. 


Section C has been restored since the pub- 
lication of the chart of January 23, 1923, and 
with Sections A, D and E audits, as assigned, 
all returns and claims other than those falling 
in the specialized group handled by the Rail- 
road Section (IT:SA:CR:R) and Section B. 
The Railroad Section treats with transporta- 
tion and public utilities while Section B audits 
all returns and claims in which ‘natural re- 
sources are involved as a minor interest. A 
familiar example of this latter class is the 
affiliated steel manufacturing companies 
which incidentally mine ore. Valuation of 
the particular natural resource is still made 
by the Natural Resource Division but the gen- 
eral audit is made by Section B. 


The Natural Resources Division (IT:NR) 
is the outgrowth of a former subdivision of 
the old Special Audit Division. This new 
division comes very near to being an Income 
Tax Unit in itself. It handles individual, cor- 
poration, association, etc., single returns and 
consolidated returns; has its own conference 
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system; sends out its own field auditors and 
gives the case a general audit as well as the 
technical consideration required by the valua- 
tion sections on Oil and Gas (IT:NR:OG), 
Timber (IT:NR:T), Metals (IT:NR:M), 
Non-Metals (IT:NR:NM) and Coal (IT: 
NR:C). The threshing out of the principles 
for handling valuations and depletions has 
called for the assistance of the ablest leaders 
in the particular natural resource field con- 
cerned. It is reported that in the sections deal- 
ing with the engineering questions there are 
still to be found men who enjoy national repu- 
tations in their line. The building of this 
division and the men who have from time to 
time been connected with it has been a great 
source of pride to the successive commis- 
sioners of internal revenue. 


Natural Resources Division 


Audit F Section (IT :NR:F) audits returns 
and related claims from individuals and non- 
consolidated corporations in which natural 
resources are involved as a major interest. 
Audit G Section (IT:NR:G) audits consoli- 
dated returns and related claims in which 
natural resources are involved as a major in- 
terest. Audit H Section (IT:NR:H) audits 
all natural resource cases requiring adjust- 
ment under Sections. 210 of the 1917 Act and 
327 and 328 of the 1918 and 1921 Acts. To 
this extent it is the natural resource counter- 
part of the Special Assessment Section of the 
Special Audit Division. 


The Review Section (IT:NR:R) in this 
Division reviews the cases from the Audit 
Sections F, G and H and confers with tax- 
payers when directed by the Division head. 


The Field Division (IT:F) has immediate 
supervision over the more than three thousand 
operatives of the Unit in the field and of the 
35 “agents in charge,” who direct the work of 
these operatives. The auditors from this 
division are the “revenue agents” who visit the 
taxpayer’s office and plant and look over his 
accounts when difficulties arise in the inter- 
pretation of his return. They are the gentle- 
men who listen with varying degrees of recep- 
tivity to the arguments of the taxpayer and his 
tax counsellor, then report these, together 


with the facts as found, to their respective 
chiefs. 
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The field auditors penetrate to evety part 
of the continental -United States, to Hawaii 
and clear to the Philippines. Upon occasion 
they also turn up pertinent data gathered in 
foreign countries independently of the tax- 
payer’s directions. Their reports flow through 
the offices of the agents in charge to the Field 
Reports Control Section (IT:F:FR) of the 
Field Division and are then dispatched to 
that organization in the Unit which has juris- 
diction over the type of taxpayer or the type 
of question involved in the R. A. R. (Revenue 
Agent’s Report). The Field Personnel Sec- 
tion (IT:F:FP1) has the supervision of the 
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personnel of the field force, their appoint- 
ment, promotion, transfer, quarters, etc. 


It is hoped that this brief and highly gen- 
eralized description of the organization of the 
Income Tax Unit will give some life to the 
dead outlines of the organization chart (pub- 
lished in the June issue) to the end that the 
taxpayer, and more particularly the tax prac- 
titioner, may enjoy a slightly greater compre- 
hension of the intricate nature of the mechan- 
ism with which he deals in his efforts to 
establish a fair and proper tax for himself or 
his clients. 


The Sixteenth Amendment and 
Income from State Securities 
(Continued from page 9) 


yield its reciprocal bounty. Such a guaranty, 
even if not demanded by fairness, may very 
likely be demanded by selfishness. The States 
may well ask what they are to get in return 
for what they are to lose. They may prefer 
to have the question answered by the very 
constitutional amendment which they will be 
asked to accept, so that they will not be de- 
pendent on future congressional declarations 
subjecting new issues of Federal securities to 
State taxation. Indeed there is some doubt 
as to whether Congress has power to provide 
that Federal securities may be subjected to 
State taxation. ‘Their exemption has been 
predicated on the Constitution, and Congress 
cannot change the Constitution. Such is the 
argument. A «common-sense answer is that 
Congress is the best judge of whether its bor- 
rowing power needs the bounty which it now 
enjoys and that it can therefore tinker with the 
immunity of Federal securities as it has tink- 
ered with the immunity of national banks. 
Yet, even if it were certain that Congress can 
give to the States the counterpart of what the 
Federal government can get from the States 
only by constitutional amendment, no single 
Congress can give to the States the firm assur- 
ance that they would find in a constitutional 
amendment. 


The exemption of Federal securities from 
State property and income taxes compels the 
States to give a bounty to the Federal borrow- 
ing power. The only justification for this 
bounty is the reciprocal bounty which the 


State borrowing power enjoys in the exemp- 
tion of State securities from Federal taxation. 
Had the Sixteenth Amendment been inter- 
preted as it seems to read, the States would 
have lost their bounty and would still be re- 
quired to confer a bounty on the Nation. A 
court might well pause before sanctioning 
such a result. The official interpretation of 
the Sixteenth Amendment may be subject to 
literary and logical criticism and still have 
in its favor a preponderance of substantial 
statesmanship. It retains a balance which a 
contrary interpretation would have over- 
thrown. If the situation is unhappy we can 
remedy it by constitutional amendment. Such 


an amendment, however, should emulate the ° 


Supreme Court in still preserving a proper 
balance between the Nation and the States. 


Personnel Changes in the Bureay of 
Internal Revenue 


James G. Bright, formerly assistant deputy commis- 
sioner in charge of the Income Tax Unit, Bureau of In- 
ternal Revenue, has been appointed deputy commissioner, 
succeeding E. W. Chatterton, whose resignation became 
effective June 15. Charles B. Allen, chief of the Admin- 
istrative Division, is the new appointee to succeed Mr. 
Bright as assistant deputy commissioner, effective July 1. 

Charles R. Nash, formerly in charge of the Accounts 
and Collections Unit, has been chosen as assistant to the 
Commissioner of Internal Revenue. 

The following appointments have been made in the 
Natural Resources Division: 

Samuel M. Greenidge, mining engineer, head of the 
Natural Resources Division—Mr. Greenidge has had 
field operating experience in coal mining, metal mining 
and the production of oil since 1902; C. E. McCloskey, 
assistant head of the Natural Resources Division; W. W. 
Thayer, chief, and R. F. White, assistant chief of the 
Oil and Gas Section; E. E. Hensinger, chief, and C. J. 
Riggall, assistant chief of the Audit F Section; and R. P. 
Smith, chief of the Review Section. 
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Determination of the Most Advan- 
tageous Security Investment 


By JaMEs L. SAYLER* 


ONDS are purchased by investors for the 
income they yield; it is the net yield, 
however (in addition to questions of 

safety, marketability, etc.), which is im- 
portant. It isa live question, then, with an in- 
vestor having a fairly substantial income, 
which will, under current market conditions, 
produce the best net vield—the taxable bonds 
or the tax-free issues. 


The following method for determining 
which issue is the better for the investor’s pur- 
poses is a very ready one and gives a close 
approximation. It has the decided advantage, 
also, that the investor can apply it himself, 
relieving him of the necessity of disclosing the 
amount of his income in order to determine 
which is the most advantageous policy to 
pursue. 


The following issues submitted are for pur- 
poses of illustration only. In many cases, an 
annual taxable income of far less than $50,000 
will justify holdings in the tax-free issues. 


The Issues Submitted.— An investor is of- 
fered two bonds—one a Municipal and tax- 
free, and the other a Corporation and taxable. 
The following are the two bonds submitted : 


1. A Chicago Sanitary District 5% Bond, 
due January 1, 1928; price 103.04 and inter- 
est, yielding 4.25% to maturity. — 


2. A Chicago North Shore and Milwaukee 
6% Equipment Note, due July 1, 1930; price 
98.60 and interest, yielding 6.25% to maturity. 


The Problem.—How high will the taxable 
income of the investor have to be before the 
tax rate applicable to his income will reduce 
the net yield on the Corporation Bond to a 
point where it will be profitable for him to 
invest in the Municipal Bond? 


The Method.—The answer is determined 
by the relation between the income from the 
tax-free and the taxable securities. 

*Of Halsey, Stuart & Co., Incorporated. 
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Thus, in the example given above, the an- 
nual yield from the Municipal tax-free bond 
is 4.25%, and the annual yield from the Cor- 
poration Bond is 6.25%. The problem is, 
then, to find the point at which the income 
from the taxable security will be subject to a 


tax rate which will reduce the yield to less 
than 4.25% 


The method for ascertaining this in any 
particular case is to divide the difference 
between the yield from the taxable and tax- 








ow hiss on the ccmame 3 income ve 

an investor be before it will be profitable 

to hold tax-free securities rather than taxable 
ones? 


Mr. Sayler has presented the problem in- 
volved in a manner that is easily understand- 
able and has included a carefully compiled 
table by means of which one may make an 
intelligent selection between taxable and tax- 
free securities. Since the total possible 
amount of Liberty Bonds which may be held 
without subjecting the owner to the income 
tax will, beginning July 3 next, be reduced: 
to $55,000, there is now special interest in the 
ean of investment transfers. 








free security by the amount of the yield on the 
taxable security. This will give a percentage 
figure equivalent to the tax rate which will 
reduce the yield of the taxable security to the 
yield of the tax-free security. 


Thus, in the example cited, dividing the 
2%, which is the difference between the yield 
of the tax-free and the taxable security, by the 
yield of 6.25%, gives 32%. 

Consulting the table of normal and surtax 
rates within, you will find 32% is the tax rate 


on incomes from $52,000 to $54,000. Thus, 
(Continued on page 19) 
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THE FEDERAL INCOME TAX AND ITS EFFECT ON BOND YIELDS 
(When held by individual investors) 




































































Taxable Income Rate Applicable Net Yield of Taxable Bonds (In Eack Particular Block) After Payment of Tax 
Not |Amount F 
Exceed-| Exceed-| of Normal] Surtax | Total 4’s 4}’s 5’s 5}’s 6’s 33'S 7’s 73’s 8's 
ing ing Block 
6,000 | 10,000 | 4,000 % 1 9 3.64 | 4.095] 4.55 | 5.005 | 5.46 |J¥5.915| 6.37 | 6.825] 7.28 
10,000 | 12,000 | 2,000 8 2 10 3.60 | 4.05 | 4.50 | 4.95 | 5.40 | 5.85 | 6.30 | 6.75 | 7.20 
12,000 | 14,000 | 2,000; 8 3 11 3.56 | 4.005| 4.45 | 4.895 | 5.34 | 5.785] 6.23 | 6.675] 7.12 
14,000 | 15,000 | 2,000 8 4 12 3.52 3.96 | 4.40 | 4.84 | 5.28°| 5.72 | 6.16 | 6.60 | 7.04 
16,000 | 18,090 | 2,000 8 5 13 3.48 | 3.915| 4.35 | 4.785 | 5.22 | 5.655| 6.09 | 6.525| 6.96 
18,000 | 20,000 | 2,000 8 6 14 3.44 3.87 | 4.30 | 4.73 | 5.16 | 5.59 | 6.02 | 6.450.] 6.88 
20,000 | 22,000 | 2,000 8 8 16 3.36 3.78 | 4.20 | 4.62 | 5.04 | 5.46 | 5.88 | 6.300] 6.72 
22,000 | 24,000 | 2,000 8 9 17. | 3.32 3.735 | 4.15 | 4.565 | 4.98 | 5.395 | 5.81 | 6.225] 6.64 
24,000 | 26,000 | 2,000 8 10 18 3.28 3.69 4.10 4.51 4.92 5.33 5.74 6.150 | 6.56 
26,000 | 28,000 | 2,000 8 11 19 3.24 3.645 | 465 4.455 | 4.86 5.265 | 5.67 6.075 | 6.48 
28,000 | 30,000 | 2,000 8 12 20 3.20 | 3.60 | 4.00 | 4.4 4.80 | 5.20 | 5.60 | 6.000} 6.40 
30,000 | 32,000 | 2,000 8 13 21 3.16 | 3.555] 3.95 | 4.345] 4.74 | 5.185 | 5.53 | 5.925] 6.32 
32,000 | 36,000 | 4,000 8 15 2: 3.08 3.465 | 3.85 4.235 | 4.62 5.005 | 5.39 5.775 | 6.16 
36,000 | 38,000 | 2,000 8 16 24 3.04 | 3.42 | 3.80 | 4.18 | 4.56 | 4.94 | 5.32 | 5.700] 6.08 
38,000 | 40,000 | 2,000 8 17 25 3.00 | 3.375 | 3.75 | 4.125 | 4.50 | 4.875 | 5.25 | 5.625 | 6.00 
40,000 | 42,000 | 2,000 8 18 26 2.96 3.33 3.70 4.070 | 4.44 4.81 5.18 5.55 5.92 
42,000 | 44,000 | 2,000 8 19 27 2.92 | 3.285] 3.65 | 4.015] 4.38 | 4.745] 5.11 | 5.475] 5.84 
44,000 | 46,000 | 2,000 8 20 28 2.88 | 3.24 | 3.60 | 3.960| 4.32 | 4.68 | 5.04 | 5.400] 5.76 
46,000 | 48,000 | 2,000 8 21 29 2.84 | 3.195] 3.55 | 3.905 | 4.26 | 4.615 | 4.97 | 5.325] 5.68 
48,000 | 50,000 | 2,000 8 22 30 2.80 | 3.15 3.50 | 3.850] 420 | 4.55 | 4.90 | 5.250] 5.60 
50,000 | 52,000 | 2,000 8 23 31 2.76 | 3.105 | 3.45 | 3.795] 4.14 | 4.485] 4.83 | 5.175] 5.52 
52,000 | 54,000 | 2,000 8 24 32 2.72 | 3.06 | 3.40 | 3.74 | 4.08 | 4.420| 4.76 | 5.100] 5.44 
54,000 | 56,000 | 2,000 8 25 33 268 | 3.015| 3.35 | 3.685| 4.02 | 4.355] 4.69 | 5.025] 5.36 
56,000 | 58,000 | 2,000 8 26 34 2.64 | 2.97 ; 3.30 | 3.63 | 3.96 | 4.290] 4.62 | 4.950] 5.28 
58,000 | 60,000 | 2,000 8 27 35 2.60 2.925 | 3.25 3.575 | 3.90 4.225 | 4.55 4.875 | 5.20 
60,000 | 62,000 | 2,000 8 28 36 2.56 2.88 3.20 3:520 | 3.84 4.16 4.48 4.890 | 5.12 
62,000 | 64,000 | 2,000 8 29 37 2.52 | 2.835| 3.15 | 3.465] 3.78 | 4.095] 4.41 | 4.725] 5.04 
64,000 | 66,000 | 2,000 8 30 38 2.48 | 2.79 | 3.10 | 3.410] 3.72 | 4.030] 4.34 | 4.650] 4.96 
66,000 | 68,000 | 2,000 8 31 39 2.44 | 2.745| 3.05 | 3.355 | 3.66 | 3.965| 4.27 | 4.575 | 4.88 
68,000 | 70,000 | 2,000 8 32 40 2.40 | 2.70 | 3.00 3.300} 3.60 | 3.90 | 4.20 | 4.500] 4.80 
70,000 | 72,000 2,000 8 33. |. 41 2.36 | 2.655 | 2.95 3.245 | 3.54 | 3.835 | 4.13 | 4.425] 4.72 
72,000 | 74,000 | 2,000 8 34 12 2.32 | 261 | 2.90 | 3.190] 3.48 | 3.77 | 4.06 | 4.35 | 4.64 
74,000 | 76,000 | 2,000 8 35 43 2.28 | 2.565 | 2.85 3.135 | 3.42 | 3.705| 3.98 | 4.275 | 4.56 
76,000 | 78,000 | 2,000 8 36 44 2.24 | 2.52 | 2.80 3.080 | 3.36 | 3.64 | 3.92 | 4.200] 4.48 
78,000 | 80,000 | 2,000 8 | 37 45 2.20 2.475 | 2.75 3.025 | 3.30 3.575 | 3.85 4.125 | 4.40 
80,000 | 82,000 | 2,000 8 38 AG 2.16 | 2.43 | 2.70 | 2.970] 3.24 | 3.510] 3.78 | 4.050] 4.32 
82,000 | 84,000 | 2,000 8 39 47 2.12 | 2.385] 2.65 | 2.915 | 3.18 | 3.445] 3.71 | 3.975 | 4.24 
84,000 | 86,000 | 2,000 8 40 48 208 | 2.34 | 2.60 | 2.860| 3.12 | 3.380] 3.64 | 3.900] 4.16 
86,000 | $8,000 | 2,000 8 41 49 204 | 2.295| 2.55 | 2.805] 3.06 | 3.315] 3.57 | 3.825] 4.08 
88,000 | 90,000 | 2000 8 42 50 2.00 | 2.25 | 2.50 | 2.750] 3.00 | 3.250] 3.50 | 3.75 | 4.00 
90,000 | 92,000 | 2,000 8 13 51 1.96 | 2.205 | 2.45 | 2.695} 2.94 | 3.185] 3.43 3.675 | 3.92 
92,000 | 94,000} 2,000} 8 44 52 1.92 -| 2.160] 2.40 | 2.640] 2.88 | 3.120] 3.36 | 3.600| 3.84 
94,000 | 96,000 | 2000} 8 45 53 1.88 2.115 | 2.35 2.585 | 2.82 3.055 | 3.29 3.525 | 3.76 
96,000 | 98,000 | 2,000 | Ss 46 54 1.84 2.070 | 2.30 2.530 | 2.76 2.99 3.22 3.450 | 3.68 
98,000 | 100,000 | 2,000 8 47 55 1.80 2.025.| 2.25 2.475 | 2.7 2.925} 3.15 3.375 | 3.60 
100,000 | 150,000 | 50,000 | 8 48 56 1.76 1.98 2.20 2.420 | 2.64 2.86 3.08 3.300 | 3.52 
150,000 | 200,000 | 50,000 8 49 57 1.72 | 1.985| 2.15 | 2.365 | 2.58 | 2.795 | 3.01 | 3.225| 3.44 
200,000 |. i i S 50 58 1.68 | 1.89 | 2.10 | 2.310] 2.52 | 2.73 | 2.94 | 3.150] 3.36 
The Revenue Act of 1921 (approved individual’s entire income is taxable. In most 
November 23, 1921) imposes for the calendar instances, however, a portion of his income 
year 1923 and each calendar year thereafter, would be derived from non-taxable sources— 
certain normal and surtax rates which (com- for instance, from dividends which are not 
bined) aggregate from 9% (on incomes from subject to the normal taxes; from corporation 
$6,000 to $10,000), to 58% (where the net bonds, the normal tax of which, to the extent 
taxable income of the individual exceeds of 2%, is assumed by the issuing corporation; 
$200,000) . from municipal bonds the income of which is 
In making the calculations given in the not subject to the income tax; or from the 


chart, we have necessarily assumed that the Liberty Loan bonds, which are entirely free 
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from the normal income tax and (with certain 
limitations) free from the surtaxes. In reality, 
therefore, the effect of the tax on the income 
of taxable bonds for one having a given in- 
come would be in most instances less than 
that shown in our calculations. 

This chart has been compiled to indicate 
the approximate yield of taxable bonds after 
the Federal income tax (applicable to the par- 
ticular income of the individual calculated at 
the higher normal and surtax rates) has been 
paid, and is offered as a guide to assist the pur- 
chaser of bonds in making an intelligent selec- 
tion between taxable and tax-free investments. 

Example: An individual with a taxable 
income of $53,000 purchases a corporation 
bond having a yield (as figured to maturity) 
of 6.25%. The yield on this bond after pay- 
ment of the tax will be 4.25%, which is the 
mid-point between 4.08% and 4.42%, as 
shown on the chart. 


The Determination of the Most 
Advantageous Investment 
(Continued from page 17) 


if the taxable income of an investor exceeds 
$52,000 and does not exceed $54,000 for the 
year, from the standpoint of yield alone, an 
investment in either the tax-free or taxable 
security cited will produce approximately the 
same yield. If the taxable income of the 
investor for the year is $52,000 or less, it will 
be profitable for him to invest in the Corpora- 
tion security ; if it exceeds $54,000, then it will 
be profitable to invest in the tax-free security. 

The Proof.—The Corporation Bond is of- 
fered at a price to produce an annual yield 
(figured to maturity) of $62.50 on each $1,000 
bond. Applying the 32% tax rate—(appli- 
cable to incomes exceeding $52,000 and not 
exceeding $54,000)—this amount will be re- 
duced by $20.00, leaving a net income of 
$42.50, or an annual yield of 4.25%—the same 
basis on which the Municipal security is sold. 

If the income of the investor exceeds 
$54,000 and does not exceed $56,000, the tax 
rate is 33%. Applying this rate to $62.50 
gives $20.63. This deducted from the $62.50 
amounts to $41.87, or to an annual yield of 
4.187%. This shows the advantage in favor 
of the non-taxable bond. 

Some General Considerations.—In apply- 
ing this method of computation, the investor 
should bear in mind these facts: 
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1. Bond yields are figured to the maturity 
of the investment. If, therefore, an invest- 
ment is not to be held to maturity, the annual 
income used as a basis for computation may 
differ slightly from the yield to maturity. 


2. In determining your income, the fact 
should be remembered that the tax rates are 
applicable to taxable incomes only—in other 
words, proper deductions should be made for 
income derived from bonds where 2% of the 
normal tax is paid by the issuing corporation, 
from dividends which are subject only to 
normal taxes, etc. 


3. Consideration should also be given to 
possible changes in amount of your income 
from year to year, and to the possibility of 
changes in the tax rates; thus what might be 
an advantageous purchase in one year might 
not be in a succeeding year, owing to changes 
in one or both of these items. 


Conclusion.—The chart shows the tax rate 
applicable to taxable incomes of $6,000 to 
$200,000, and the net yields to taxable bonds 
bearing coupon notes of 4% to 8%, after pay- 
ment of taxes. 


Taxation Conference Program 
Announced by National 
Tax Association 


Pi Federal tax situation, both from po- 
litical and fiscal aspects, will be given 
special attention at the Sixteenth Annual Con- 
ference on taxation to be held under the aus- 
pices of the National Tax Association, Sep- 
tember 24-28 at White Sulphur Springs, West 
Virginia. 

More emphasis than at previous confer- 
ences is to be given to general discussion and 
informal debate. Among the matters sug- 
gested as providing interesting topics at the 
“round table” discussions are the following: 


State income tax amendments, including for 
instance the publicity of tax returns, as pro- 
vided in Wisconsin. 


Classified vs. general income taxes. 


Relation of property taxes to income taxes, 
including “double” taxation, 


Control of expenditures and limitation of 
taxes. 
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TAX EVENTS AT WASHINGTON 





NLESS some new issue is raised as. a 
preventive, the United States Treasury 


will be enriched by $1,576,015.06 from 


back taxes as a result of the Supreme Court - 


decision in the case of Henry T. Graham, 
former Collector of Internal Revenue, v. 
Alfred I. du Pont. The hearing of the case 
by the Supreme Court arose as a result of a 
grant to the Government of a writ of certio- 
rari following the injunction decree obtained 
by Mr. du Pont restraining the Collector of 
Internal Revenue from collecting by distraint 
the assessment of more than a million dollars 
in additional taxes for the year 1915. 

In 1915 the E. I. du Pont de Nemours & 
Company, of Delaware, was organized as a 
corporation to take over all the assets and 
good-will of the E. I. du Pont de Nemours 
Powder Company, a New Jersey corporation, 
which had a large surplus of accumulated 
profits. ‘The old company received as con- 
sideration for the assets sold debenture stock 
of the new company and also two shares of 
common stock of the new company for each 
share of its own outstanding capital stock. 
The old company retained the debentures 
equal to the par value of its common stock 
(approximately $30,000,000.00) and distrib- 
uted to its stockholders two shares of Dela- 
ware company stock for each share of the New 
Jersey company. 

Mr. du Pont was the recipient of 75,534 
shares of common stock which had a fair 
market value of $347.50 per share. He was 
found by the Commissioner of Internal Reve- 
nue to be assessable for a tax of $1,576,015.06 
on the deal. This, according to the Treasury 
Department, should have been included in the 
return filed for the year 1915. 

The additional assessment was not levied 
until December 31, 1919. On the next day, 
Mr. du Pont replied that, since his return for 
1915 was filed before March 15, 1916, and as 
the law required any assessment for additional 
taxes to be made within three years, the de- 
mand for payment was illegal. 

A test case was by agreement instituted by 
one stockholder, Phellis, who paid the tax 
due under an assessment similar to that levied 
against Du Pont. Phellis took the position 
that the assessment was void because the tax 


was on something that was not income under 
the law. In this case, United States V. Phellis, 
257 U. S. 156, it was determined that the 
shares of the new company, received by stock- 
holders of the New Jersey company, was a 
separation of the past accumulation of profits 
from the capital of the New Jersey company 
and hence a taxable distribution under the 
Act of 1913. 


The Commissioner of Internal Revenue, 
following this decision, rejected the claim for 
abatement filed by Du Pont and took action to 
collect by distraint. A bill of complaint was 
filed by Du Pont on January 30, 1922, and a 
temporary injunction was granted by the 
District Court. This injunction was affirmed 
on appeal to the Circuit Court of Appeals. 


“The lower courts sustained the complain- 
ant, by holding.that if the taxpayer had paid 
the tax assessed when he filed his bill for 
injunction in 1922 he could not have recov- 
ered the amount paid, even if found to have 
been illegally levied, for the reason that a suit 
to recover would be barred by the statutory 
limitation of time in which a suit could be 
brought. This conclusion was based on Sec- 
tion 252, of the Revenue Act of 1918, re- 
enacted in the Revenue Act of 1921, which 
limited the period within which a refund 
could be allowed to within five years from 
the date the return was due unless before the 
expiration of that time a claim therefore is 
filed by the taxpayer. 


The Supreme Court does not consider this 
a valid argument, as is evinced by the follow- 
ing paragraphs from the decision: 

The return was due March 15, 1916. The assess- 


ment was made December 31, 1919. The complainant 
might then have. paid the tax and would have had two 
years in which to make his claim, and if rejected, to sue 
to recover it back if, as he now submits, Section 252 lim- 
ited his right to pay and sue to recover. Under such a 
construction and application of Section 252, suit must 
have been brought before March 15, 1921. This is what 
Phellis did (United States v. Phellis, 257 U. S. 156) and 
there was no question raised as to his right to bring the 
suit in the Court of Claims to recover back the tax paid 
by him if it proved to be illegally assessed and collected. 
Certainly complainant could not, by delaying his payment 
until his right to sue to recover it back expired, make a 
case so extraordinary and entirely exceptional as to render 
Section 3224, Revised Statutes, inapplicable. (No italics 
in original opinion. Section 3224 provides: “No suit 
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for the purpose of restraining the assessment or collection 
of any tax shall be maintained in any court.’’) 

If it be said that he was waiting for the Commis- 
sioner to act on his claim for abatement of the assessment, 
it is enough to say that the Commissioner’s delay until 
after the decision in the Phellis case in November, 1921, 
was due to agreement by the parties. Nor was he pre- 
vented from paying the assessment by his claims for abate- 
ment. 

* * * * 


This conclusion renders it unnecessary for us to 
consider whether Section 252 of the Revenue Act of 
1921, in connection with Section 3226, Revised Statutes, 
as amended by the same Revenue Act of 1921, barred 
complainant’s right to pay the tax and sue to recover it 
back at the time of filing his bill, as held by the District 
Court. It is certain that by the amendments to Section 
252 and Section 3226, Revised Statutes, by the Act of 
March 4, 1923 (Public No. 527), the complainant is 
given the right now to pay the tax, and sue to recover 
it back and in such a suit to raise the questions as to the 
value of the stock and the amount of the resulting tax 
and also the bar of time against the assessment which he 
attempted to raise in the bill. 


The decree of the Circuit Court of Appeals 
was reversed and the case remanded to the 
District Court with directions to dissolve the 
injunction and dismiss the bill. 

An apparent effect of the decision is to prac- 
tically nullify the statute of limitations on tax 
collections by the Government. 

As predicted by the American Bar Associa- 
tion and others, the decision was made with- 
out reference to the applicability of Sections 
3226 and 3228 of the Revised Statutes, as 
amended by the Act of 1921, in connection 
with Section 252 of the Revenue Act of 1921. 
Therefore, until a later court decision there 
will continue to be some conflict between Sec- 
tion 252, as recently amended, which provides 
that no credit or refund shall be allowed un- 
less before the expiration of two years from 
the time the tax is paid a claim for refund 
is filed and Sections 3226 and 3228 of the 
Revised Statutes, as amended by Sections 1316 
and 1318 of the Revenue Act of 1921, in 
which the conditions are that all claims for 
the refunding or crediting of taxes alleged to 
have been erroneously or illegally assessed or 
collected must be presented to the Commis- 
sioner of Internal Revenue within four years 
after payment of such a tax or penalty, and 
that suits may be brought within five years 
from date of payment. 

Since the decision in this case was made the 
Department has issued Mimeograph 3096 
which definitely establishes that a claim for 
refund or credit as a prerequisite to starting 
suit must be filed within two years from the 





THE NATIONAL INCOME TAX MAGAZINE 21 


date of payment where not within five years 
from the date of the return in the case of a 
suit to recover war-profits, or excess-profits 
taxes. 

This ruling, accordingly, limits the appli- 
cation of Section 3228 of the Revised Statutes, 
as amended by Section 1316 of the Revenue 
Act of 1921, to taxes other than income, war- 
profits or excess-profits taxes. 


The Taxation of Gifts As Income 
Under the Federal Law 


(Continued from page 13) 


tax procedure and has not been disapproved 
of by the courts. For example, if a man sold 
a house which he had acquired by purchase, 
he would be taxed under the Federal law on 
the appreciation in value over the purchase 
price if he bought it after March 1, 1913, or 
over its market value at, the time if he had 
bought it before at a price lower than its 1913 
value. In any case, his capital as of the date 
of purchase or of 1913 would be untouched, 
but that increase in value on which he would 
be taxed was not always income as that term 
is defined by the courts. As long as he kept 
his house, its increased value would not be 
regarded as taxable income because nothing 
separate would have been realized by him. 
Until the act of sale has converted it into 
income, it would be regarded as a part of his 
capital fund. In like manner, a gift which 
was originally a part of a man’s income may 
pass through a stage of being capital but upon 
being sold may again become income. The 
gift was income to the donee at the moment 
of acquisition; as long as he held it it may 
have been a part of his fund or capital. But 
the act of sale separated it from his capital, 
the return represented an increase of its whole 
value over his capital at the time of acquisi- 
tion, or over its cost to him. If it seemed wise, 
the entire sale price could be taxed to the 
donee at the time of sale in the same way as the 
entire value of the gift could have been taxed 
to him at the time of acquisition. Since, then, 
the whole of it might be taxed, surely any por- 
tion of it that appears desirable may be taxed 
with equal right. The portion under dis- 
cussion, that is, the difference between the 
price received by the donee and that originally 
paid by the donor, is certainly all income, 
even although it does not represent the entire 
income received by the donee at that time. 
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Large Reduction in Income 
Taxpayers Is Shown by 
Report for 1921 

PRELIMINARY report of 


statistics of income issued by the 
Bureau of Internal Revenue shows 
that the number of personal returns 
filed for the calendar year 1921 was 
6,662,176. The total amount of net 
income reported by these returns was 
$19,577,212,528, and the tax (normal 
and surtax) amounted to $719,387,- 
106. As compared with 1920, the 
above figures show a falling off of 
597,768 in the number of returns 
filed, a reduction in the total net in- 
come reported amounting to $4,158,- 
416,655, and a decrease in the total 
tax of $355,666,580. The average 


net income per return for 1921 was: 


$2,938.56, the average amount of tax 
$107.98, and the average tax 3.67 per 
cent. 


The proportion of the population 
filing, according to the population re- 
ported by the fourteenth census 
(1920), upon which all the tables are 
based, was 6.28 per cent. The per 
capita net income _ reported was 
$184.65 and the per capita tax was 
$6.79. For the preceding year the 
proportion of the population filing re- 
turns was 6.85 per cent, the per capita 
income reported was $223.87 and the 
per capita tax was $10.14. 


There were received 21 returns of 
incomes of $1,000,000 and over for 
the calendar year 1921; 63 of income 
from $500,000 to $1,000,000; 162 of 
income from $300,000 to $500,000 ; 
739 of income from $150,000 to 
$300,000; 1,367 of income from 
$100,000 to $150,000, and 8,717 of 
income from $50,000 to $100,000. 
Fluctuations in incomes of a million 
and over are shown in a table (page 
16) of the report which gives for the 
year 1920 the number of such incomes 
as 33; 65 in 1919, 67 in 1918, 141 in 
1917, 206 in 1916, 120 in 1915, and 
60 in 1914. 


The largest number of returns was 
from New York, 1,066,637 or 16.01 
per cent of the total, the tax amount- 
ing to $210,768,379 or 29.30 per cent 
of the total. Pennsylvania was next, 
the number of returns received being 
621,103 or 9.32 per cent of the total, 
and the tax $84,660,220 or 11.76 per 
cent of the total. Illinois was third, 
the number of returns being 611,558, 
or 9.18 per cent of the total, and the 
tax $68,574,351 or 9.53 per cent of 
the total. The number of husbands 


and wives, with or without dependent 
children, and of husbands whose wives 
though living with them filed separate 
returns was 3,477,592. ‘The number 
of wives making separate returns from 
husbands was 89,634. The number 
of men filing returns as heads of fam- 
ilies was 401,662, and the number of 
women filing returns as heads of 
families 115,356. ‘The number of re- 
turns from all other men was 1,945,- 
009 and from all other women 


608,829. 


The amount of net income reported 
from dividends, and therefore not 
subject to the normal tax, was $2,- 
476,952,399. Net income exempt 
from normal tax because of personal 
exemption and credit for dependents 
amounted to $14,191,855,700 and 
from interest on Government obliga- 
tions not wholly exempt from tax to 


$46,994,406. 


Income from personal service— 
salaries, wages, commissions, bonuses, 
directors’ fees, etc. — amounted to 
$13,813,169,165 ; from business, trade, 
commerce, partnerships, farming and 
profits from incidental sales of real 
estate, stocks, bonds and other prop- 
erty, and income from fiduciaries to 
$4,170,363,591. Income from prop- 
erty — rents, royalties, interest on 
bonds, notes, etc. and dividends — 


amounted to $5,345,249,176. 


$1,000 Hart, Schaffner & 
Marx Prize Offered 
for Tax Study 


N LINE with its policy of the last 

twenty years, Hart, Schaffner & 
Marx will offer four prizes during 
1923 for the best studies in the eco- 
nomic field. One of the topics pro- 
posed is “The Sales Tax.” It is ex- 
pected that there will be some val- 
uable contributions on this subject. 
Five other choices in subjects are 
offered as follows: “Survey of the 
World’s Cotton Situation,’ “The 
Theory and Practice of Ship Sub- 
sidies,” “What Conditions Limit the 
Amount of Wages that Can Be Paid,” 
and “A Comparison of Business 
Cycles in the United States, Great 
Britain and Canada.” In addition to 
these subjects, a brief list of the sub- 
jects proposed in recent years is given. 
These or any other subject can be 
chosen but must first be approved by 
the committee. 


A first prize of $1,000 and a second 
prize of $500 are offered to contest- 


July, 1923 


ants in Class A, which includes any 
resident of the United States or Can- 
ada without restriction. A first prize 
of $300 and a second prize of $200 
are offered contestants in Class B, 
which includes only those who are 
undergraduates of any American col- 
lege. The essays must be sent before 
June 1, 1924, to Prof. J. Lawrence 
Laughlin, of the University of Chi- 
cago, chairman of the committee. The 
other members of the committee are: 
Professor J. B. Clarke, Columbia 
University; President Edwin F. Gay, 
New York Evening Post; Hon. The- 
odore E. Burton, Washington, and 
Prof. Wesley C. Mitchell, Columbia 


University. 





Carolina Income Tax on 
Railroads Is Sustained 
by Supreme Court 


HAT net income for income tax- 

payers is not a fixed and definite 
concept was emphasized in a recent 
decision of the Supreme Court in the 
case of the appeal of the Atlantic 
Coast Line Railroad Company et al. 
from the decisions of the lower courts 
in behalf of A. D. Watts, state tax 


commissioner of North Carolina. 


The attack on the North Carolina 
income tax as applied to public utili- 
ties was made on several grounds. 
The plaintiffs insisted that the Statute 
is in violation of the commerce clause 
on the pleas that the State’s definition 
of net income differs from that 
adopted by the Interstate Commerce 
(Commission; that the Statute was 
obnoxious to the equal protection 
clause because the State’s definition of 
net income of public service companies 
is arbitrary ; and that the State consti- 
tution is violated because the tax was 
not upon net income as determined for 
the railroad corporations as entities. 

Justice Brandeis, who wrote the 
opinion, overruled all of the argu- 
ments. It was his observation that, 
in fact, the State had adopted the 
Interstate Commerce Commission’s 
definition of income, but that even had 
there been a divergence of method in 
computation it would not have ren- 
dered the act unconstitutional. As to 
the argument that the State’s defini- 
tion of income was arbitrary, the 
Court held that the differentiation as 
between other corporations and indi- 
viduals results from the difference in 
the subject of the tax and hence is not 
arbitrary. That the railroads were 
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not permitted to include as deduction 
from gross income interest on funded 
debt and certain outside charges was 
held not to be unconstitutional, as 
there was no discrimination against 
interstate commerce for the reason 
that taxable net incomes of public 
service companies wholly intrastate 
were levied upon in the same manner. 

In this connection a footnote to the 
opinion makes an interesting observa- 
tion with reference to net income. 

“The term ‘net income’ in law or 
in economics, has not a rigid meaning. 
Every income tax act necessarily de- 
fines what is included in gross income ; 
what deductions are to be made from 
the gross to ascertain net income; and 
what part, if any, of the net income is 
exempt from taxation. These details 
are largely a matter of governmental 
policy. As to them States differ; and 
there is apt to be difference of view 
in the same State at different times; 
and at the same time a different defini- 
tion of taxable net income for differ- 
ent classes of taxpayers. Obviously 
such differences in detail do not render 
obnoxious to the commerce clause a 
State income tax which is otherwise 
unobjectionable.” 


Mining Industry Hit by 
New Supreme Court 
Decision 


HE action of the Supreme Court 

in upholding the Minnesota occu- 
pation tax on the mining of ore is 
interpreted by the extractive indus- 
tries as opening the way for adoption 
of similar taxes by other States where 
mining operations constitute a major 
portion of industrial activity. 

The tax in Minnesota is one of 6 
per cent of the value of ore mined 
or produced during the preceding 
year. The value for tax purposes is 
the value at the place where it is 


brought to the surface. The occupa- 
tional tax is in addition to the general 
property taxes. 

The Court stated that no question 
of interstate commerce was involved 
since the tax is laid before the ore 
enters into interstate commerce. With 
reference to the right of the State to 
levy a special tax on a particular in- 
dustry, the Supreme Court decision 
says: 

“The State may exercise a wide 
discretion in selecting the subjects of 
taxation, particularly as respects occu- 
pation taxes. It may select those who 
are engaged in one class of business 
and exclude others, if all similarly 
situated are brought within the class 
and all members of the class are dealt 
with according to uniform rules. 
Here the selection is of all who are 
engaged in mining or producing ores 
on their own account as owners or 


lessees. The selection seems to be an: 


admissible one.” 


Special Tax on Bank Shares 
and Moneyed Capital 
in New York 


ANK shares and moneyed capital 
in the State of New York are 
subject to a new property tax as the 
result of the Walker Act which be- 
came a law June 1. The Sheridan 
bill which would have levied a tax at 
the same rate as the Walker Act but 
which was retroactive to the year 
1920 was vetoed by the Governor. 
The tax under the new law is at 
the rate of 1 per cent upon the shares 
of banks and banking associations and 
upon moneyed capital. Moneyed 
capital is defined as that portion of 
capital which comes into competition 
with the business of national banks, 
except shares of national banks or of 
banks or trust companies organized 
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under the authority of the State of 
New York, and except bonds, notes or 
other evidences of indebtedness in the 
hands of individual citizens not em- 
ployed or engaged in the bank or in- 
vestment business and representing 
merely personal investments not made 
in competition with such business. 

Provision is also made for a fran- 
chise tax on trust companies at the 
rate of 1 per cent on the amount of 
their capital stock, surplus and undi- 
vided profits. Every foreign banker 
and every foreign investor doing busi- 
ness in the state is taxable at the rate 
of | per cent of the moneyed capital 
invested in the state. 

The law exempts from all other 
taxes personal property taxable under 
this act. 


Illinois Income Tax Bill 
Meets Decisive Defeat 
in the House 


N INCOME tax for Illinois 

has been deferred at least two 
years as a result of the overwhelming 
defeat in the House of the bill intro- 
duced by Rep. Norman G. Flagg. 
Opposition arose in a large measure 
from the fact that the measure would 
merely have added another tax to the 
archaic tax system of Illinois. What 
is needed is an entire revision of the 
tax levy system. 

That the legislators recognize the 
need for a revision of the tax system 
is indicated by passage of the bill in- 
troduced by Senator Clarence F. 
Buck. This bill provided for a spe- 
cial bipartisan tax study commission 
of four senators and four representa- 
tives, and for one representative each 
from the Illinois Manufacturers As- 
sociation, The Illinois Federation of 
Labor, the State Realtors Association 
and the State coal operators’ organ- 

(Continued on page 30) 
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Income Taxes and Prices 


In passing judgment upon the advisability 
of one or another form of tax, conclusions are 
frequently based upon the predetermined con- 
ception that taxes, however levied, are passed 
on to the consumer and sometimes with vary- 
ing degrees of pyramiding. 


It must be admitted that if such a premise 
were true it would be practically futile to take 
into consideration any such principles as 
equality of sacrifice or ability to pay in levy- 
ing taxes. The logical place of incidence 
would be on articles or services at the point 
of final sale to the ultimate purchaser. 


If it were true that taxes could always or 
usually be passed on to the consumer, it would 
be necessary to conclude that cost is the pri- 
mary constituent in the determination of price 
and that the relation of supply and demand 
is a relatively less important factor in price 
adjustments. Were this true, it would be 
difficult to account for the large number of 
producers who not only, over longer or shorter 
periods, are unable to make a profit, but who 
sustain distressing losses. 


Certain it is that in the long run business 
must be conducted at a profit, but that is in 
effect averaging and in the case of a particular 
business there is no assurance that the business 
will be profitable. If an income tax were 
uniform in amount, that is every one paid the 
same amount per unit of product or service 
produced or sold, the likelihood of the tax 
becoming an expense that could be uniformly 
considered cost and passed on would be 
greatly increased. However, even then the 
possibility of increasing the price by the 
amount of the tax and making a maximum 
profit on sales at a price higher than could be 
obtained were there no tax as an excuse for a 
higher price level depends upon the elasticity 
of demand. Since there are few products that 
do not show rather definite sales fluctuations 
when prices are raised or lowered, this factor 
would apply in most cases. The war tax on 
chewing gum afforded a concrete illustration 
of absorption of a tax by the original taxpayer. 
The chewing gum manufacturers considered 





Editorial Review 


it better business to absorb the war tax than 
to raise the price and thus reduce the prob- 
able demand for their product. Whether 
under competitive or monopoly conditions, 
increase in price to recoup taxes may be very 
poor business. If taxes could invariably 
without friction be passed to the consumer, 
the hue and cry about oppressive and discrim- 
inatory taxes on business would be ludicrous. 


The Government does not recognize the 
income tax as an expense, but instead as a 


participation in profits. This is undoubtedly - 


not always true but it is probably less true 
that income taxes are usually paid by the con- 
sumer. ‘Thousands of income taxpayers are 
not in such a favorable position as to_be able 
to add extraordinary costs to price at will. 
In so far as effective demand is elastic and 
as all businesses do not make profits enough 
to pay income tax and as those that are subject 
to tax do not pay the same amount per unit of 
product, there is little to substantiate the 
assertion that income taxes are always or even 
predominantly a cost to the consumer. 


Concrete proof of this proposition could 
only be made by exhaustive statistical inves- 
tigation and even then the data might not be 
conclusive. One must be guided by the prob- 
abilities, taking into consideration all factors 
at any given time which determine prices. 


A Layman’s Tax Appeal Court 
The recommendation of the United States 
Chamber of Commerce favoring the estab- 
lishment of a Court of Tax Appeals to be 
appointed by the President and composed of 
members not connected with the Treasury 
Department has raised an interesting issue. 


The bunglesome manner in which many in- 


Adividual. cases have~been handled has led to 


the feeling that special remedy is necessary. 
A multitude of cases of faulty administration 
could be cited. In the June number of the 
Certified Public Accountant the following 
rather extraordinary experience with tax pro- 
cedure is narrated: 


A comparatively small concern in an inland city far 
from Washington, filed its 1917 return and paid tax 
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thereon. Later it found that it had omitted certain in- 
come and filed an amended return. After correspondence 
additional tax was assessed and paid. In 1920 an office 
audit was made and the company advised of an additional 
assessment of some $20,000.00. The company with its 
attorney, who was not very well versed in tax matters, 
went to Washington. As a result of a hearing, the addi- 
tional assessment was reduced to $10,000.00 and as stated 
by the president of the company, this additional tax, while 
it was feld to be unjust, was paid “with tears in their 
eyes.” 


In 1922 a field examination was had and the. field 
agent reported that an over-assessment of approximately 
$10,000.00 had been made and recommended a refund. 
The company was about to declare an extra dividend when 
it was advised by an A-2 letter that the field agent was 
in error, that there was no refund, and $18,000.00 more 
was due. The company engaged experts and at a con- 
siderable expense in the compiling of evidence and after 
several hearings at Washington and considerable time 
succeeded in having the additional assessment eliminated 
and a refund of some $6,000.00 ordered. There was no 
doubt in the minds of the company or its representatives 
but that the refund should have been the full $10,000.00 
recommended by the field agent. 


Though such a gross case of mismanage- 
ment by the Department, if the facts as stated 
in the example given are correct, is inexcusa- 
ble, yet it is inevitable that even with the high- 
est grade of business efficiency in operation 
there would be occasional cases of error in 
application of tax requirements. 


When the enormity of the task of auditing 
hundreds of thousands of returns is consid- 
ered, it must be conceded that the responsi- 
bility which suddenly devolved upon the 
Government in the application of the income 
tax has, on the whole, been remarkably well 
executed. 


However, that is of little consolation in the 
all too many instances where mistakes, costly 
and vexatious to taxpayers, have been made. 
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The tax has _been in operation now sufficiently 
long for the causes of gross mismanagement 
to be eliminated. 


* It is extremely doubtful whether a court 


of appeals made up of laymen will serve as 
any remedy to the situation existing. As was 
true in the unusual case cited above, much of 
the difficulty in most instances occurs while 
cases are under the jurisdiction of the Income 
Tax Unit and before they have reached a 
court of appeals. Such blunders a new court 
of appeals cannot remedy. ‘The greatest dis- 
satisfaction in the administration of the in- 
come tax at the present time is probably attrib- 
utable to the situation that the taxpayers are 
too often subjected to a succession of audits 
of one kind or another, none of which prove 
conclusive. What is most needed is a refor- 
mation within the present system which will 
insure that when a taxpayer’s income for any 
given year has been formally reviewed, the 
decision, as far as the Income Tax Unit is 
concerned, is final. Corrections following a 
review should be subject only to a higher 
authority. As income taxes are now adminis- 
tered, a court of appeals composed of laymen 
inexperienced in law, accounting practice and 
income tax procedure would not be likely to 
accomplish the end desired. 


The recommendation that courts of appeals 
be authorized to sit in various centers of the 
country accessible to taxpayers can be endorsed 
without qualification. This plan is now being 
tried out in St. Paul and there is little reason 
to believe that the Department will not find 
it advisable to extend the possibility of having 
local hearings on tax cases throughout the 
Nation. 








GGREGERSON BROTHERS 


CERTIFIED PUBLIC ACCOUNTANTS 
INCOME TAX CONSULTANTS 


SPECIALISTS ON FEDERALYNCOME AND EXCESS PROFITS TAX PROBLEMS FOR CURRENT 
YEAR AS WELL AS ADDITIONAL ASSESSMENTS FOR YEARS 1917, 1918, 1919 AND 1920 


OMAHA NATIONAL BANK BLDG., OMAHA, NEBRASKA 


























26 THE NATIONAL INCOME TAX MAGAZINE 


Liberty Bond Exemptions for 
Surtax are Reduced 


(COMMENCING July 3, 1923, the total 
amount of Liberty Bonds which may be 
held without subjecting the owner to the in- 
come tax will be,$55,000. In the period Jan- 
uary 1, 1921, to July 2, 1923, the exemption 
possibilities, if investments were properly 
distributed, were $160,000. 


The total possible exemption amounts, after 
July 2, 1923, and to July 2, 1926, are as be- 


tween the various bond issues as follows: 


$ 5,000 in the aggregate of first 4s, first 4%4s, 
first second 4%s, second 4s and 4s, 
third 44s, fourth 44s, Treasury cer- 
tificates of indebtedness, and Treas- 
ury (war) savings certificates. 


$50,000 in the aggregate of first 4s, first 44s, 
first second 4%s, second 4s and 44s, 

14s, and fourth 44s. 

$55,000 total aggregate exemptions for this 
period. 
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Communications from Readers 


Property v. Income Taxes 
Editor: 


Reference is made to the: article, 
“Profit v. Income as a basis for State 
Taxation,” by Mr. Reuben D. Cahn, 
in the June issue of the National In- 
come Tax Magazine. 


From the reading ‘of this article, 
Mr. Cahn conveys the impression that 
nineteen twenty-sixths of the voting 
population of this country do not pay 
taxes, and for that reason should not 
vote for the election of legislative 
bodies to govern the expenditure of 
taxes collected, or should be made to 
pay a tax. He fails to make any men- 
tion whatever that every person in 
this country today pays taxes for the 
local, State and Federal government. 

Whether this tax is paid directly 
out of the pocket of the citizen, or in- 
directly in the purchase of his neces- 
sities and supplies, is immaterial; for 
the fact still remains and our residents 
know that the consumer eventually 
pays the tax. 


I think the impression that Mr. 
Cahn intended to make was that the 
voter should pay a direct tax. 


Recently, the writer took part in 
debate on the question of taxation, at 
which time it was brought up that the 
present tax laws penalize industry by 
taxing the economies and savings in 
business administration and that the 
logical basis for taxation should not 
be to assess taxes on savings but rather 
upon expenditures. 


For example: Two men enter busi- 
ness with the same amount of capital, 
and because one, by administrating his 
business systematically and econom- 
ically, makes a larger profit than the 
one who has an idea of economics, 
standardized production, or other 
valuable features of profit making, 
the first is assessed a larger amount 
of tax based upon his profits than the 
second, but nevertheless the amount 
of tax paid by either one is passed on 
to the consumer, unless competition 
forces prices to a low level. 


While the present law penalizes 
the first man, he should be aided and 
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assisted by the government for his 
business administration, while the sec- 
ond man should be penalized to such 
an extent as to indicate that the gov- 
ernment favors better business con- 
trol. 


A. B. Waldbaum 
Philadelphia, Pa. 


Facts and Fiction 
Editor: 

Nothing, we have been repeatedly 
told, is so certain as death and taxes. 
To perpetuate the association of these 
certainties, following the enactment 
of the Revenue Act of 1921, Sec. 226 
(c), the Commissioner of Internal 
Revenue promulgated Art. 442, Reg. 
62, which, perhaps, furnishes more in- 
teresting food for speculation between 
the lines than is provided by a digest 
of its contents, which are: 


“Time for filing upon death, or ter- 
mination of trust—After his appointment 
and qualification, an executor or adminis- 
trator may immediately file a return with- 
out waiting for the close of the taxable 
year. Upon the completion of the ad- 
ministration of an estate and final ac- 
counting, an executor or administrator 
may immediately file a return of income 
of the estate for the fractional part of the 
taxable year in which the administration 
was closed, attaching to the return a 
certified copy of the order of his dis- 
charge. Similarly upon the termination 
of a trust, the trustee may immediately 
make a return without waiting for the 
close of the taxable year. Any income 
return required to be filed for a decedent, 
or for the fractional part of a year in 
which an estate is closed or a trust ter- 
minated, is due on the 15th day of the 
third month following the close of the 
taxable year during which the decedent 
dies, the estate is closed, or the trust is 
terminated, which date shall also be the 
due date for payment of the first install- 
ment of the tax. The payment of the 
tax before the end of the taxable year 
in such circumstances does not relieve 
the taxpayer from liability for any addi- 
tional tax which might subsequently be 
imposed upon income of the taxable year.” 

The section of the statute particu- 
larly involved is short, so it will be 
set out: 

Sec. 226 (c) -In the case of a return for 
a period of less than one year the net 
income shall be placed on an annual basis 
by multiplying the amount thereof by 
twelve and dividing by the number of 
months included in such period; and the 
tax shall be such part of a tax computed 
on such annual basis as the number of 
months in such period is of twelve months. 

Being a tax man, and having ac- 
quired most of isy income during the 
open tax season from January 1 to 
March 15, we will say I have earned 
$4,000 up to April 1, which is the 
date of my demise. Being discouraged 
with the prospect of rendering lucra- 
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COMMUNICATIONS FROM 

READERS—C ontinued 
tive service to taxpayers during the 
remainder of the year, and my health 
failing rapidly, I foresee the termina- 
tion of my earthly career. Not being 
sure I shall be able to follow closely 
and in detail the* things that will 
transpire on earth after my departure, 
I examine my life insurance policy 
and ascertain that while I have paid 
in about $2,000 to the Insurance Com- 
pany, they will pay to my estate 
$5,000, and on my death will materi- 
alize to my estate a profit of $3,000. 
This is very gratifying and comfort- 
ing. I read Sec. 226 (c) of the Reve- 
nue Act of 1921, which is appropriate 
to the occasion, and find that my in- 
come for the year, which in prospect is 
hardly worth living for, will be $4,000 
multiplied by twelve, divided by three 
or $16,000. By selecting such a fa- 
vorable period for dying, when earn- 
ings are at their peak, I create income 
to the extent of $3,000 plus $12,000, 
or $15,000, $3,000 of which is ex- 
empt from Federal tax. Whereas, if 
living on December 31, I expected to 
claim an exemption of $2,500, not 
anticipating my gross income would 
exceed $5,000. I now find that the 
penalty for entrusting my affairs to 
an administrator is the subtraction 
of $500 from my anticipated exemp- 
tion, as only $2,000 will be permitted 
as a deduction to reduce tax liability 
on the magnificent income which has 
been bestowed upon me by the Gov- 
ernment, along with the flowers and 
kind remarks incident to my transition 
from a mortal to an immortal being. 
Oh, Death, where is thy sting? My 
administrator, having found some 
other good tax man to advise him, 
computes the tax on my $16,000 gross 
income, and taking therefrom my di- 
minished deduction of $2,000, com- 
putes income tax on a net income of 
$14,000, thus bestowing upon my 
family the proud distinction of being 
in the surtax class of taxpayers, and 
tenders them the remainder of my ac- 
tual income stripped of its glamour, 
reduced by a fourfold tax exacted by 
reason ot the optimistic terms of Sec. 
226 (c) of the Revenue Act of 1921. 

After this survey of the future, I 

arrange my mortal affairs, write this 
article, and order engraved on my 
tombstone the long story in a few 
words, 
Here Lies 

He Died to Make a Place for 

His Family in the Surtax Class. 
Des Moines, Ia. R. E. BAILEY 


Tax Exempt Bond Sales 


Are Large 

TATE and municipal bonds sold 

during May reached an aggregate 
of $88,175,189, compared with $124,- 
424,542 in May, 1922. In the first 
five months of the year the total of 
such issues was $415,089,853. This 
is more than $100,000,000 below the 
$564,509,035 aggregate reported for 
the corresponding period a year ago, 
but, except for 1922, is the largest 
during the last decade. 


Illinois Income Tax Bill 
Meets Decisive Defeat 
(Continued from page 23) 


ization. ‘The specific purpose of the 
commission is to study the State’s tax 
problems during the next two years 
and to make recommendations for 
remedial legislation. It is expected 
that Governor Small will veto the 


bill. 








| Correspondence Invited | 


HE Nationa InNcoME Tax 

MaGAZINE, in its initial num- 
ber, gave prominence to an invitation 
to readers and the general public to 
make the magazine an open forum for 
the discussion of all matters relating 
to Federal or State income taxes. It 
would be of mutual benefit if our 
readers would avail themselves more 
freely of this privilege. 

No dogmas limit the NATIONAL 
INCOME Tax MaGazine. We have 
but a single purpose, and that to be 
of maximum service—in presenting 
valuable tax information; in reflect- 
ing the ideas of the public at large on 
income tax matters; and in providing 
a medium of expression which will 
result in better understanding of in- 
come tax requirements, in improve- 
ment of tax legislation, and in in- 
creasing justice in application of the 
law. 

Expositions of sections of the regu- 
lations that offer difficulty, ideas for 
modification or improvement of tax 
measures, suggestions of material to 
be obtained for magazine articles, and 
general comment on any phase of tax- 
ation are invited. If you take issue 
with any articles or opinions pub- 
lished, don’t hesitate to express your- 
self. No one has a monopoly on 
space or ideas in this magazine. Con- 
tributions of general interest will be 
published. If there is any income tax 
thought on your mind, let us have it. 


to Buy 


It is secure—because it 
will be strengthened 
rather than weakened by 
the next broad change in 
fundamental conditions. 


It has a satisfactory yield 
—slightly higher perhaps 
than the popular fav orites 
of the moment. 


It is marketable— because 


you want your funds liq- 
uid—that you may make 
any changes that the fu- 
ture trend of fundamental 
conditions may indicate 
as wise. 


How does the investor 


find the Bond to buy? 


ORUCCETTE. AUCUESTARGS CERGRRRERCRECRP ACER anes? 


ou 


It is the business of the Babson 
Investor’s Service, based on 
fundamental conditions, to (1) 
ee you the plain unbiased 
acts on the present situation 
together with a forecast of 
coming changes in the funda- 
mentals that govern the secur- 
ity market; and (2) to study 
each individual issue and rec- 
ommend for purchase only 
those securities selling below 
their true values. 


The Babson Statistical Organi- 
zation, having no interest 
whatsoever in any individual 
eecurities, gives you the impar- 
tial totally disinterested advice 
of experts. 


Result —you enjoy om unusual 
degree of security plus a satis- 
factory yield—without the risk, 
worry or loss of time involved 
in ordinary investment. 


May we send you full details 
of the Babson Method and a 
sample of recent report, gratis? 


Babsons 
Reports 


for INVESTORS 
MEMO stcnttan 


TARY 


Write The Babson Statistical Or- 
ganization, Wellesley Hills, 82, 
Mass., as follows: Please send me 
without charge copy of recent 
Babson Report and your booklet 
S60, describing the Babson Busi- 
ness Service. 
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